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Introduction

At the successive Post war International Con?resses of Accountants, it has
almost become a tradition that a member of the accountancy profession
of the Netherlands resents a a er on a subject in the area of
accounting, for the effects of chang %grrces rnvarraby including the
exposure of and the recommendatront pply the theory“and practice of
replacement or current value or cost.

|t was m comrf)atrrot Professor Gijs Bak who_- on the occasion of the 2nd
Jerysalen Conference on Accountancy in 1974 - offered an international
audience a brief resyme of these Dutch conqress ga ers; 1t seems
appropriate to quote his summary in this introductory paragraph:

‘At the Sixth International Congress (London 1952), A. Goudeket
presented a paper the essence of which was Publrshed in the Journal, of
AccountanC}/ October 1952) under the tit H?w inflation .is berng
recognized in financial statements in the Nether anas’. In this articl
%‘;ou eket em hasrses the importance of replacement value acc?untrng
or the management of an enterprise, especially in a period of inflation

G L Groeneveld rn a pa{)er repared for the Seventh Internatronal
Congress EAms erdam , earng with the an plication of
replacement value theory In the ‘ascertdinment of profit'in business’
mace a strong plea for cértainty as to the conception of profit.

In a paper resented at the Eighth International Conﬁress gNew York
Iereko er analyzed The economrc approach to a countrng

Here e formu ért da serres of gostu %es of accounting, three of which

are summarrze elow ecaus of their significance™for the further

develgpment of current value th eorg

(1) The transaction result is the Oifference between net proceeds on
goods sold or services rendered and the cost of these goods and

ervrcgs based on gcurrent) replacement value.

(2) The difference between ‘the” amqunts gar in the past for the
various cost components (historical .cost) and the subsequent
replacement value used in" determining the transaction results
must e set aside as ‘value differences™ Thus, they do not form
part of the transaction results. 251



(3) The positive valug dtfferences set aside in accordance with (1 é %and

#Spear 8 Ca |ta surplus; negative value differences are debited

t the surplus account until it |s exhausted. It nominal

mamtenance of the onqma Oy fpatd up share capital is aimed at,

any further he?attve valug differences are then charqed to other

surglus accounts and - after they have been exhausted - to the
Income of the period.

Goudeket, Groeneveld and Kleerekoper all presented comprehensive
systems of accounttn? which entatled untque economic profit concepts
based on rePIacemen value_theory. Graa staI however In his paper

lon of accountin rtnmg es and the. concept of profit’
greventeda the Ninth Intern thﬂ% ongress Paris 1967), aréc lated
n approach to current value theory “which was™ quite different.
Graafstal introduced a concegt of pr § fit based on the obgectlve of

S

‘Harmoniza

maintaining the onginal purchasing power of mvested capital, In
contrast t0 KleereKoper's th|rd ﬁ1 tuIate for examg raafstal
concludes that any appraisal adjustment not necessary for mantaining
the purchasing power of equity Invested is in principlé a profit or loss.

Yet another apgroach and one worthy of particular notjce, at the
Tenth International Congress (Sydney” 1972) was taken by’ W van
Bruinessen. In his paper™Bases of accounting other than historical
?st Van Brujnessen does not link income Tand value |h the aP Itcatton

current value, seein teadvantageso current value primarily in
terms of the improved quality of information 1ts applicatiort generates.”

From the above resumé it will be seen that these authors from the
Netherlands have produced at each of ftve successve Congresses a
somewnat concep tual paper, thus trying to convince professional
colleaques of all other ' countries to gmbrace the replacement value
curre tcostg basis ofaccountm? They believed they had good reason for
t: ealh ?h) roracgs the world at large ha not responded to the problem of
The accountants of the Netherlands, W|th their half century of
teorettca and practical experience in the field of accounting methods
not based on historical cost, feIt themselves hJusttfled Qr even comFeIIed to
e L e e g

(cal 1mplications I | IS difficylt to
gstabhsh to evhat extent the%g yeff%rts have contributed to the u?ttmate
setttng keeﬁmgl In._motion of mternftttonal acknowled?em nt of the

urgen h of find solutton to the pronlem of accounting Tor the effects
of ca Sg @rtces Now th at action Js being taken worldwide, it s?ems
more Useful to present to this Twelfth Congress some overview of the

present |nternat|onal state of affairs, than to descend once more into the
gc\he%ehtual depths of the subject. To'this end consideration is successively
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- International: IAS 6 and 15:

- United Kin %dom SSAP 16,

- Untted States: FAS 33:

- The Netherlands: TO Directives and Draft-enactment Fourth
European Directive.

It IS reg ettable that within the scope of this paper |t was not possible to
fJusttce to the pro ose%ls Issued” within the ‘last few years b mang

d|f erent countries. Therefore It was decided to confine the overview t

the above three countries and the International Accounting Standards

committee’s Initiafives,

The paper concludes with some comparative reflections.

International: 1AS 6 and 15

The International Accounting Standards, Committee, (IASC2 finds itself in
a dtfftcult osmon m deahng with a subject that is internationally still in
ave%earg/an unbalanced stafgfe of develo ment. In such a situ éton the
Committeé’s ysual approach offirst catalg umg then testing and In the
armonlzm the varylng ractlces of différent countries cannot be
aR ams this background it would not have been surprising if the
IASC had decided to_dro the subéect of ‘Inflation accounttn? or; better
formylated, Accountlng or the effects of changing prices’, at feast for the
fime bemg nstead, it took the course of trying {0 stimulate international
mterest ¥8P |sh|n% on 1 March, 1971 a discussion paper, entitled
reatmen changimg prices |n inancial statements; a ‘summary of
proposals’, followed m June 1977 by a very basic standard, IAS 6, named
Accounting responses to changing prices’

This standard states that endtergrtses hould present in their financial
statements Information that describes the procedures adopted to reflect
the Impact %n the fln?nual st?tements of e|ther s[hecmc price ch an%es or
canges In the general level 0 ghces or both. If no such procedures have
been“adopted, that fact should be disclosed.

Whether IAS 6 has reallly stimulated national developments is not easY to
ascertain. |t is, however, true that since 1977 a tremendous amount of
work has heen mvested with positive results, In the standardsettl %
Process concermn?t e chan%mg prices issue. Reference can he made t
he successive, but not always similar, drafts and standards In the United
gdom the' Umted Statés, Australia, Canada and South Afrtea the
Euro ean |rect|ve and Its conse uences should also be
mehttone T se developments encouraged the 1ASC to take a_modest
stelo forward; in August 1980 It issued ‘the exposure draft E 17 to be
owed n l\’Iovember 1981 by 1AS 15 ‘Information reflecting the effects

of changing prices
AS lBgm gs It clear that it is still too early to, require enterprises to
furpish this information by g rﬁ)re parin Erlmar y financial statements in
which a comprehensive and uniform system for reflecting changing prices
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is used. ‘Meanwhile, evolution of the subject would be assisted if

enterprises that é)r_esent primary financial statements on the historical

cost basls also provide suppl_ementar?{ Information reflectmrq the effects of
price chan?_es. It 15 desirable that an internationally established
minimum of items IS included therein,

This minimum, to be found_in AS 15: , ,

- 15 hased on ‘an accounting method reflectmg the effects of changm(_i
prices; this wording leaves room for current cost as well as ?enera
urchasing power methods and also to a combination of both
nevertheless it is evident from the ‘Explanation’ that a preference

lets for current cost); i L .

- Includes at least (in fhg_r words, a m|n|m%1m within a minjimum) the

a Austment to or'the a &us%ed am?unt of depreciation (of progerty,

plant and equipment) and of cost of sales; _

- Includes further, ‘When such adjustments have been. taken into
account in_determining, . income” under the accountmg method
adog_ted, ong or more adjustments relating to monet?r tem?; this
wording implies that ent_erf)rlses remain_ freg not to app X any of these

adjustments; however, if such an adjustment is cortemplated, it
should fit in with the accountjng ‘method” and ther_eforg requires
cg)rgs‘%tﬁgﬁgn .the following acjustments are mentioned in" the
a, a%Justment on all net monetary items (see FAS 33); _
.ad&ustment .0n monetary assets and liabilities “included in the

working capital (see SSAP 16);
¢, the gearing adjustment (seg SSAP 16); _
d adgustmen hy a ?eneral price level index applied to the amount of
. shareholders™Interests; .

- includes the enterprise’s recomputed results on the basis of the
aforementioned items and of any other items reflecting the effects of
changmg prices that are reported under the accolinting method
adog ed; here_again the wording leaves room for freedom, firstly in
choosing a suitable definition fQr the concept of ‘resylts necgssa[%
with, regard to the British and American standards), secondly |
furnishipg additional information (such as the tax effects of current
cost adl{ustment In which case it should be included in the
recomputation of the results;

- iIncludes the disclosure of the current cost of property, plant and
equipment and of inventories, when a current cost method is adopted:

- Ingludes lastly a description of the methods adogted to_ compute the
different adjustments ‘and the recomputed results, including the
nature of any Indices used.

Generally s eakmg1 IAS 15 |? a standard that has been designed to bring
about the presentation of information on the impact of changing prices,
at least concermng depreciation and cost of ‘sales, encouraging the
development of more comprehensive methods.
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United Kingdom: _ _
Statement 0f Standard Accounting Practice No 16 (SSAP 16)

In March 1980 this British standard was issued under the title ‘Current
Cost, Accounting’. Its starting point is that the et operat_mq assets’ -
co_n5|st|nlg of fiXed assets, stock and monetar workmg_cagna - can be
sajd to represent ‘the operating capability” of the business. Successive
price changes affect the amolnt of funds required to maintain this
operat_mq apabllltg. Only current cost accounts are - in contrast to
historical cost accounts - designed to reflect this phenomenon in the
determination of profit and in the balance sheet.

Consequently, the standard requires that ‘annual financial statements of
entities co mg within the scope of the Standard  should include, in
addition to historical (fost accounts or h|%t0r|_cal cosé information, current
cost accounts reﬁare In.accordance with this Standard’.

The wordmg f this requirement implies that the entity is free fo choose
between cufrent cost and historjcal cost for the Brese tation of its majn
accounts; the choice of the one for its main accounts leads automatically
to the use of the other for its supplementary accounts. However, the
Standard [emarkablé/ allows the presentation of current cost accounts as
the entity’s only acCounts (an option that Is not permitted for historical
cost accounts) and supPIem_enta_r fullhistorical cost accounts’ are not
regfu_lred' only ‘adequate historical cost ,|r_1f?rmat|on will In this caée
suffice. For thie contents of this ‘adequate” informatjon reference is made
to the comm% UK enactment in conpectjon wjth the adaetatlon of UK
Comgana/ Law to the EEC Fourth Directive. The alternatives offered b
the Standard seem to aim at the general acce_?tance of current f_ot
accounts as the main or even only accounts; notwithstanding this implicit
aim, the standard otherwise follows the more realistic course of _requwm[g
entities to gresent their main accounts on the basis of historical cosf
accompanied by supplementary current cost accounts coptaining a profit
%8%3' ss account, a balance Sheet and the corresponding explanatory

The paragraph on ‘the current cost profit and loss account’ takes the
historical cost t_radmg profit’ as the point of departure and then reguues
a number of adjustménts in order to arrive at the ‘current cost operating
PrOfIt and the “current cost profit attributable to shareholders’. A fact 1S
hat this determination of the Proﬁt for an accounting perio reguwes a
two, stage a?_pr_o_ach. The first s age Includes the surplys'arising from the
ordinary activities of the business, after allowing for the impaCt of price
changes an the funds needed to continue those dctivities and to maintain
IS0 e_ratmg capability, but without taking info accqunt the way in which
It is financéd; Interest on net borrowing and taxation are therefore not
Included n this §ta9e which may be “considered as the stage of the
determination of ‘current cost 0 eratm_g profit’, In the second _stage the
way in which the business is financed I3 taken into account; this IS done
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b estabhshtng the extent to which the net operating assets are financed
d borrowing an then taking this proportion as a basis for the * eannq
a ustment which results in"a proportional reversal of the amouynts se
a3|e in the first stage; thls reversal finds its Ijustlhcatton In that
liabilities for repagme t of orrowm s are normally fixed in monetar
amounts o that borrowers. have no claim on such a d|t|ona funds; what
remains after the reversal | |s the amount of funds. needed to maintain_the
shareholders’ proportion of the o erattn% capability of the business, This
‘current cost profit atributable to shargholders IS shown after interest,
taxation and extraordinary items.

Besides this two-stage Proftt and loss account, the required presentation
Includes a balance sfiee showm(I; the assets ffth% entit att envalu e {0
the business, nased on. current price levels’, thus enabling a realistic
relationship fo be established between the current cost profit’and the net
assets employed.

So much for the back round dISSAP 16, taken from jts Explanatory
Note. In elaborating round, the concePt of ‘value to the
business’ aPpears to pIa%/ suc an |mportant role that attention should be
gtven to Its_contents here and now. The def|n|t|on of ‘value to the
usiness’ is; ‘net current reg lacement cost or Ifa Ipermanent |m|nut|on
to_below net current replacement cost has been recognised, recoverable
amount’, the latter bein the greater of net realisable Value and amount
recoverahle from further use

1Iotltleo dgetermmahon of profit in the current cost accounts is made as
W
point of departure : the hlst)oncal cost tradin Proftt before interest
on net borrowing ang taxat
- adjustmentno 1 :fo depreciation “on fixed assets, the difference
between their value to the busingss and their
_ historical cost consumed In the period;
- adjustmentno 2 : to cost of sales, the difference hetween the value
to the husiness and the historical cost of stock
_ consumed
- adjustment no 3 :base on monetar%/ working caﬁnal an
tustment rogortlo al fo that Show under2
now applied to working capital in so far as
It consists of manetary |tes ein mostP/ nly
trade debtors minys frade, creditors), in o er to
show.the effects of changing prices on the total
\é\ig#%n]? capital and not “only on its stock
- sub total . clrrent cost operattng profit; _
- adjustmentno 4 the geanng dgustment being the partial
reversal of adjustments 1 - 3 inthe Pro ortion
of net borrowing to net operating assets
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- intergst on net horrowing;

- faxation;

- extraordinary items; o

- final total  current cost profit attributable to shareholders.

The matching current cost balance sheet may he presented in
summarized form when a full historical cost balance sheet is disclosed:;
the fixed assets and stocks should be shown therein at thejr ‘value to the
business’, as defined before: the revaluation surpluses on fixed assets and
stocks as well as the total of the four current cost profit adjustments
should be included In the ‘current cost reserve’. Notes fo the balance
sheet should disclose the totals of net operating assets and net borrowing
and their main elements,

The foregoing summary of the determination of groﬁt and financial

Rgtsnwn In ‘Current cost accounts’ can be completed by the following

- the ‘value to the business’ of an asset is the lower of its replacement
cost or recoverable amount: the test for switching to the recoverable
amount lies in the recognition of a ‘permanent diminution’ to below
tnoetst(f:)lélr(rsent replacement”cost, which applies to fixed assets as well as

- usually the moneta]gworkmg capital includes only trade debtors and
creditors: this implies that the mwc. adaustment may sometimes be

ne?atwe If the amount of cre |tors xcee s that of e}ors

-1t 15 sometimes necessary fo Include cash or overdraft N monetar
workmg capital, whenever flucthnons In the volume of stock, debtors
and creditors Iead to contrary fuctuaﬂons in cash or overdraft: th|s
stafement soun srat erva ue an coud result in arbltrar de Isions:

- 1t IS Rermn %com Ine socs nd mw nder eading
‘Worki Pna ;the same applies to the related a Justment

-t s explici Systate that the gfearln a%ustment IS retrospecnve in
that it anse whoIY BCause, o the m? ner in which net operatln
assets are mance n the period; 1ts inclusion In cyrrent cost profit |
therTfore not eendento th future ab|I|X<to refinance these assets
similarly; this statement |s at the Ieast rema

- recogmsm% existing differences ;Ialmgn tereon the Standard
nevertheless maintains the define me of calcu atlng the qearlng
a Julsotsrgg% teenoegect of different methods can additionally b

- the obj ect|ve of the Standard is cIearIY the. mamtenance of the entity’s
opera\mg capability I two sw%m he wsA stage for the tfusmess as
a whole: In the second stage for the shareholders™portion ong

- the Standard sefs out basic prlnuples but does not set out to
grescnbe th? methods to be u%ed In the reﬁ)aratmn of current cost
ccounts; only Guidance otes ave been punlished and consequently
the Standard requires that the notes to the current cost accounts
describe the hases and methods adopted;
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- listed companies are required to show earnings per share based on the
cttérrTrgnt cost profit attributable to sharehol er before extraordinary
|

- when current cost rouP accounts are produced there is no
requirement for c.c. acCounts for the parent company alone.

United Statefs
Statement of Financial Accounting Standards no 33 (FAS 33)

Under the title ‘Financial Reporting and Changrnl% Prrces the above
mentroneit statement was published 1n SePtem er y % S.B.
Financla Accountrnn Standards Boardg sstartrng Eorn is that man
eoBIe believe’ that the users of financial statement need mformatron
holt measurements  in unrts o constant_general gurc asrn% Eower
Whereas again malnY people believe’ that findncial statements based .on
historical cost fail 10" provide sufficient mformatron In not Identif mg
separately changes n prrces of as%ets held. The Standard there or
requires certain “public enterPrrses that prenare neir épnmar financial
statements on a_ historical cost basis to disclos ementar
Informatjon In units of constant general Rurchasrn% gower as well as
Information based on the current Cost of inventory an rnroperty, plant
Ende ul ment It i believ dthat further ex errm ntatro will provide a
asIS nt g} the usefulness of the required Information” angd for
deciding more"deTinitively on the methods and techniques to be applied.

The Standard requires the supplementary rnformatron to include:

a. ‘income from continuing operations”- rnfg eafteragrcable
income taxes put excluding the results g drscontrnued operations
extraordinary items, and. the cumulative effect of accountin canﬁes-
on a hrstorr al cost gasrs but expressed In units of %onstgnt eral
purc asing ower ana also the ser?arate disclosure of the inflation gain
or loss onn t monetary 1tems;

b ‘income from contrnurn oPeratrons on a current cost basis, and also
the se aratf drsclo(fure of the current cost amounts of rnventory and

Prope ant and equi ment and of thelr increases or decreases for

he current period, net of inflation:

C a five gfear summar including such information %s net sales: income
rom continuing ogeratrons n total and per share), and also net
assets at byear end t ese amounts omputed on the asis of a. as

cash |vr ends and_market ‘price per common share;
drsclosure of the level of the price index used for each of the five

Wrt¥r reqard to_the preparation of this supplementary informatjon some
additional details for each of the three categories are mentioned below.

a. Informatron on the basis of constant purchasing power.
the Consumer Price Index shall be used:
- a restatement shall ‘be made of inventory, propertg plant and
5 equipment, cost of goods sold, depreciation, dépletion and



amortization expense, and also of any reductions of historical cost
amounts to lower recoverable amounts

- the restatement shall be based on the average level of the price
Index for the fiscal year.

b. Informatron on the basis of current cost;
inventories and (the remaining service potential of) pronerty, Plant
and equipment” shall he measured ‘at current cos OWer
recoverahle amount at measurement date;

- cost of qoods sold shall be measured at current cost or lower
recoverable amount at the date of sale;

- depreciation and amortization shall be measured on the basis of the
average current cost or lower recoverable amount of the assets’
service potentjal durrnq the period of ui

- the amount of jncome Yax expense shall be the same as the amount
charged to the historical cost financial statements (this implies that
It 1S”not Permrtted to show the tax-effects of the current cost
recom utations

- tern [8ases 0 decreases in the current cost% ounsotrnventor

gror[)ertg plant and enlurpment (from the beginning of the yedr
or ItS later date of ac uisition till the end of the"year or its earlier
dates of use or_sale) shall be re'norted both Defore and after
eliminating the effects of genera inf atron

- various types of inf orma on maﬁ be used to determine current

?st sych as externall g of Interna y?enerated Errge Ingices for the
class of goods measur d, as well as”direct or specific prices derived
from mvoices, price lists, %tandard cost? etc.,

- the recoverable amount of an asset shal onIy be used if it is {ud%ed
to be ‘materially and permanently lower’’than its curren
decisions need ot to "be made ‘Considering assets individually
unless used inde endently of other assets.

I\ -y/ear sum

the in or ation Pres nted in thr% summary should tTJe exEressed in

constant purchas q ower, which implies ‘that the Tigures of every

separate year, each time they are used a?arn In a subsequent five-year
summary, should be re-indexed In order to adjust’ them to "the
purchasing power level of the current year,

In an aOpI})endrx to the Standard, illustrations of two different formats_are
lven for the presentation otthe information required under a and b. The
Irst_format shows a vertical statement be mnrng with Income from
continuing operations, as reP rted |nte Income ﬁtatem%nt and
therefore on a historical cost hasis: th |s In ome a ount I5 then subject to
an ad ustment to restate cost of ?oo s sold and Precratron expense {0
ref ec c}e effects of general |nilation: the resulti aance IS then

£uste again to retlect the drff rence be ween eneral. Inflation and
changes. in Specific prices of cost o oods s epreciation expense,
thus arriving at income on a current cost basis, The second format Shows
a horizontal three columns statement, each column showing an end total
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of income from contrnurng operations, res ectrvely on .a historical cost,

constant genera purch asrngnpower and current cost basis.

In hoth formats |ncome fro contrnurn% operations is followed by.

- |nflation gain or loss on net amounts owed;

- ncrease 1 current cost of inventory and grorperty plant and
equipment durrnd the year as compared with the effect’of Increase in
general price leve

The Netherlands :
Directives of the Tripartite Accounting Standards Committee
%ndethr\agt Enactment Adaptation to Fourth European

The Netherlands’ ‘Act on the Annual Accounts of Enterprises’ (now
rnc?uded in the Civil Code, Book 2, TrtIe6 0€S not prescrrBe aspe(crcf)rc

basjs of valuation. In section 5 (art. 3 |t on says. ‘The' basis
ynderl mq the vaIuatron of the a%sets |ab|I|t|es and the
deter Ind |on ofthe results complgcwrt standards that are regarded as

ern ac%eé)ta le in efonomrc and social ljfe’,
Durl g course of Parliamentary reyiew and dehate, the Mipister of
Justic |nd|cated that he wanted business and labour as well as the
grofessrona }/ of ac?ountant% to conduct a ijInt effort in first
atal ogurn% and then evaluating the acceptahility g exrstrng accountrngf
policies. AS a result a ornt committee was set ug com ose o
representatrveso the Employers’ Associations, th Trade Unrons and the
Institute of Registeraccountants (NIVRA); this_joint committee s
?enerall referred to as the Trrpartrete Overleg (T.0.) which is freely
ranslated as ‘Tripartite Accounting Standards Committee’
In its ‘Directives for Annual Frnancral tatements ofJune 1980 chapter
the. TO lays down that, with rePdar 0 fixed assets ang stocks
inventories), financial statements should include information about the
nter rise’s results and financial position on both an actual value and a
|sto %al cost basrs It leaves undetermined the question as fo which
asrs should be chosen for the prrmar% accounts and which basis for the
pp ementar rnformatron it ‘does, however, require consistency, hoth
srmntaneous fy as well as successively, This regurrement rmPhes the
Rg ication of the same hasis (actual v lue or historical cost) for balance
et measurement and determination of profit,

The term ‘actual value’ has more or less the same meaning as the U.K.’s
Value to the business” under normal_conditions it s current replacement
cost: however, if the replacement of fixed assets, or stocks is not any more
envisaged because of drscontrnuatron of activities, the actual value of
these assets m t be fherr recoverable amounts. Moreover, for stocks
there 1S an a |t|ona overrrdrng reriurrement for vaIuatron at net
recoveraple amounts If ess than bookvalue on 4 historical or r Splacement
cost basis. It is expressly clarified that the existence of a loss situation
should not automatically lead to the abandonment of the replacement
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cost basis; on the contrary, it is emphasized that in such a situation the
continuation of the enterprise’s activities for an indefinite period of time
Mmakes |t_neﬁessar to maintain the replacement co?t basis, this b%mg the
only basis that correctly measures the size of the losses caused by such
corffinuation. A downward revaluation should onl¥ be made gfter a
decision to terminate an activity. In case of a short term Jiquidation the
fixed assets should be valued at their directly recoverable amounts; in
case of termination after a somewhat longer” period of time valuation
should take place at net indirectly realisable value.

Chapter 202 on ‘Fixed assets and depreciation” and 2.03 on ‘Inventories

and c0ft of goods sold or consumed’ further su %ests that: ,

- replacentent cost should be aetermined primarily on the basis of
sﬁeclflc price informatjon and onl%/_ In_the last resort by the use of
Indices prePared bg/ Industrial or%a_ isations or statistical institutions;

- In case of replacement of non-identical fixed assets their price

development Should be revised for the effects of technological
[gress; _ _

- ﬂwgcost of goods sold or consumed could be approximated by usm(%

the lifo or "base stock method; however, these methods dre no

acceptable for balance sheet purposes so that in such cases a different
method for the determination” of the actual value of inventories
should be applied.

In the meantime, important changes are expected in this field as a result

of the, adalﬁ)tatlon of the Dutch” Civil C dg to the Fourth Eyropean

Directive on Company Accounts. With regard to the valuation of assets

this Directive (which was orlj;mallf ublished in qraft in November 1971

and finally adopted on 25¢h July 1978) contains the %eneral ryle that the

historical“cost basis should he’used fart. 32), ﬁss,_et bemga Inclucled in

financial statements at amounts Dased on™ their purchase price or

Productmn cost, but authorises Member States to permit or require the

oIIowT alternatives (art. 33); | .

a. replacement cost accounting for fixed assets and stocks;

b. valuation of all items In the financial = statements, mcludmg
stockholders e(i_uny, by any other method that is ‘designed to tak
account of mfI?_ lory’

¢. revaluation of fixed assets.

A draft-Enactment for the adaptation of the Civil Code to the Fourth

Directive 1S now (Sprln% 1981) in the hands of Parliament. From this

draft-Bill and the acCompanying explanatory notes the following

mpgrtantmatters rise; - .

- the valuation of assets and the determination of profit may be based
either on historical cost or acﬁual_value; _ _ _

- this free choice is not an unlimited one;. if an asset is shown in the
financial statements at an amount that is conmderablg less than its
actual value, the explanatory notes should give Supplementary
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information; however, a restatement of the asset to its actual value is
required . If. notwithstanding . the aforementioned ~ supplementary
information, the possinility. of forming a sound éudge ent_on the
enterprise’s_ financial position and résults would Be significantly
affecied. The  horderline between the requirements™ to give
su?plementary information or to restate the asset cannot be generally

defined and”_any specific decision remains In the hapds 0

management. The auditor Judﬁes the acceptabrlr%of this decision;

- enterprises have at all time the right to restate their fixed assets and
stocks (Inventories) at actual vaIues

- further detarls concernrn the methods of revaluation will be given by
o 0 oG e cenal Duchading bouer metnod o

iatrton )ac%ountp h) Yasgrrtreantgrn atrt t3 par. 1u%dgrtb of the Foturé
Directive, the argument being tha accounting cannot be
defined as a meth g&r of valuatror? of asse?spaPtd liabjlities; ’

- only sound reasons, permit to change the accqunting basis applied in
the’ previous financial statements; disclosure of reasons for change and
their rmpact on financial positign and resylts is then required,;

- the diference between the book values of an asset before and after a
revaluatr% n should be taken t0a revalua]ron reserve’; this revaluation
reserve should appear I the balance sheet as 3 Separate item ang
should be segme ted by the nature of the reva |yed assets;

- the revaluation reserve can be fransformed Into ca F Lt s noA
Permrtte to transform revaluation amounts into profit or to ad
hem 10 ree reserves;

- the revaluation reserve should be decreased to the extent that it is no
Ionger appro rigte either to the valuation basis selected (for instance:

hén chan? g from actual value to historical cofs % or for the purpose
of revaluation_ (for instance: when the_activities for which the asset is
in Use are defr itively discontinued). The decrease of the revaluation
reserve should onh{ be distributed to shareholders or taken Into profrt
to th eextent that the correspondrnﬂ assets have already been ch ar?
to the profit and loss account In the form_ of de recr tion or cost of
0ods sold, or have In the meantime been disposed of

- eexglanator¥ notes should disclose whether and, if so, how the tax
émeHc tions of revaluation have been accounted for; no guidance is

r

It seems useful to once a?arn draw the attention of the reader to the fact
that at the time of prepafing this paper neither the Directives of the TO
nor the Enactment Fourth European Drrectrve have reached a d%frnrtrve
status. However, 1t may not be too unrealistic to. assume that the
definitive regulations will not differ too much from their drafts.

Some comparative reflections
From the discussion it has become evident that the various accounting
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methods described therein may show several points of agreement, but
also demonstrate quite a number of points of difference. It would go far
beYond the scoge of this alper to sum up and compare all these points;
only some of the more important ones are briefly considered here.

It is only in the United States that, in the context of accounting for the
effects of changing prices, the standard settmIq authority could not arrive
at a choice between the J)resentano_n of (sup% ementary informatiop on a
current cost basis and information on ‘the basis "0f historical cost
expressed in_units of constant general ﬂurchas_m% power. It is also true
that the TASC did not really nake a choice, in that it leaves open the
oguon to select one of the” two above mentioned methods (somewhat
h s_mtatm?I?/, particularly in order to accommodate the US), OnI%/ the
United States re_guwe_ In FAS 33 the presentation of thrée different
income computations in g vertical or horizontal format, consjsting of the
primary figures in historical prices, supéplementary figures in historical
prices expressed in constant dollars and supplemenitary figures in current
prices. In the UK and in the Netherlands recent staefents make no
reference at all to a requirement to present g.p#J. Information; both
countries seftled on the requirement to apply Current cost accounting
along with historical cost figures.

FAS 33 gives emphasis to the need for experimentation. It says: ‘It seems
Bnhkel _thgt . %onﬁensus cap be reached until further experience has
een _é%une with the Use of both t){pes of Information in systematic
Pr ctical, ar?%hcatlons. This statement therefore requires ... t0 present
nformation both on a constant dollar basis and on a current cost basis’.
This quotation contains a somewhat re_meirkable train of thou%ht_. Irl 1S
difficult to see how the systematic Practma_ é)phcatlon_%ftwo rin acé
three) different accounting bases side by side can possioly %w a 50Un
nswer to the (ﬂuesnon as 10 which basis should ultimately be selected as
the best one. It seems evident that a mere comparison of their respectjve
outc?mes cannot assist In arriving at the aforementioned, answer.. This
conclusion does not change bY INcreasing the number of comparisons.
(Cj)_rlﬂy deductive reasoning May lead the way to a solution of the American
ilemma.

The United Kmfgdom’_s standard gives enterprises the option to present
their primary financial statements on_a current cost basis - and
cons (Luentl the su;%plementary, Information on a hisforical cost hasfs -
but the remainder of SSAP 16°is based on the realistic assumption that
the historical cqst flgiures r?_ the .point of departure for the reguwed
recomputatjon of results and financial position on a current cost basis. In
the Netherlands the TO does not express any preference regarding the
uste of the on% or the other cost bag in the primary or supplementar
Information; the main point IS that both current cost and historical cost
Information must be presepted. However, the draft-Enactment Fourth
Directive seems to severely impede this free option; under certain
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crrcumstances It even |mposes an oblrgatron to revalue 0Ng OF More assets,
wh |c means that |t IS not beyond ossr bilit t at a single asset ma
uar for the revaluatjon requrreme t. This rather exceptronal proPosa

criticised In the Netherlands and 1t Is to be hoped that it will
not readpear In the definitive Act.

It IS | roortant to observe that onIy SSAP 16 re% ires the recomputatron
e It In two stages, - of the full Pro fit and |0ss account down to the
bottom-line net profrt This is certainly not the case in FAS 33 which
purposely | Irmrts the recomputation to the ‘income from continuing
g ratrons The 1ASC requrres recom uted results but abstarns from
mrno this conc%pt thus | avrn room for both Capproac es. In te
Net erfands t e says the | formatron should™ permit a sound
Judgement to pe ormed on the amount and composition ofthe results on
a]ctua val d\e basis; the draft-Enactment Fourth Directive Is_less
conc usive in t |s Ie Vpect It I therefore reasonanle to expect the TO's
VIew to remain decisive
SSAP 16 has undoubtedl some special features in requiring, along with
the adj uséments of d e[orecratron and cost of sales, the ‘monétary workrng
capita %ustment and a dition the geann .adjustment’. It is tru
that FAS 3requrres the calculation of the inflation"gain or loss on ‘net
monetar |tems hut only In the_context of constant doIIar mformatron
nd withiout nclusion jn income. The JASC permits th eaépp |ca jon of all
the aforementigned adgustments In the Netherlands these adjustments
are not required nor recommended,
Both additional adjustments of SSAP 16 are of a controversral nature
natronaIIy as W(i” as mternatronall In no, way Is It enera lly considered
to be a Iogrca step 1o aglp onsecutive, nce Ifferences of pon-
monetary assets to monet Workrng capital’. [t 15 even Ies% wrdely
acce te to use the way In which the Business is financed as a basis for
mcu mg or not including these consecutive price differences in profit.
artrcu Ythe last mentroned procedure - the aplolrcatron oft ﬂeann
IJustmen IS offen upheld by urgrn% the necess ty of not only aflown
of the |mgact of prrce changes On the funds neéded to co trnue th
existing business as a whole (I'e. to maintain its operating caRa bility as a
whole),. but also, separately and ultimately, only the sharehdlders’
oroportron therein,
tis wrdely accepted nowadays that the enterprise has primarily a social
tunctron This ‘means that” the existing and potential jnterests of
f lo ees ustomers trad cre%rtors thegovernment and the gublrc at
arge be considere e of at least equal Importance as the
|nterest of shareholders, In this confext financial statements |vrn
eneral pur ose information should be drawn Up in such a wa as tos 0
e trnancr position and the resuIts of the busrness as a whole. Those
who hold thrs VIew reject the ap 8 lication of a gearrng a Justment But
apart from the foregorng objections, It Is remarkablé that the earrn
adjustment leads to the situation that enterprises with a cg hparatrvey
weak financing structure are in a position to present much higher profits
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than their stronger competitors. This situation becomes worse by SSAP
16°s rule that inClusion of the gearing adIJustment in grofl_t should not e
made dependent on the future abilityto refinance assets similarly.

SSAP 16 as well as FAS 33 contain the requirement that, in the
recomputation of the results (or income, or profit) on a current cost basis
the amount %f Income tﬁx exPe_nse shall be the same as the amount
charged to_ the historical cost income statement (or profit and loss
a_ccou_nt%. The IASC leaves all options open. In the Netherlands the
situation is aifferent; the draft-Enactment Fourth Directive requires the
disclosure In the financial statements of whether and, if so, how the tax
implications of the revaluation of assets have been accounted for,

Finally it is worth noting that both SSAP 16 and FASS 33 include the rule
that the swn?h from an assgt 5. Jeplacement cost to.its Jower 1 c?verable
amount should onh{ be made if a permanen diminution o below net
current replacement cost has been recognized’ (or if it is judged to be
materially and Onermanentl% lower’ than™its current cost). Thé position
taken bythe TO In the Netherlands would seem Breferable_; that is that a
downward revaluation of fixed assets should _onIZ e made in the case of a
decision taken by the management to discontjnug the relating activities. As
Ion? as such a decision has not been taken, deRreuatlon ona replacement
cost basis 15 an indispensable condition_ for the correct measurement of
results of continuation of activities and, in many instances, for the proper
measurement of Its losses.

A further harmonisation of existing national differences is be_coming more

and more important; greater uniformity s in the interest of international
business and finance,

WgsCongresspaper Is an adaptation ofan article in MAB 1981 page 210.
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Appendix
Xhe followmg lists principal accounting proposals in various countries:

Eggff %es ggﬂgdguche&c ?re%c omleas dge d@ Capital Federal, Resoluciones 25/76,

omjsion Nacional eVa 0res Republlcg a Argenting, Eiesolucmn general Nro. 59
Prowsmnal éxndar rrent Cost Accountmg éln t|tut§5<8)ae hag} rergvé\g o%n nts in
0st 2\ce unting PAS ) § Issued” 1976,

ra |a and Australian %meg ntants
tatement: asls 0 urrent

Rosure aft Th Rec nltlon of Gains nd IAsses on H dln onetary ltems

text 0 urrent ost co ntm AustraJan ccoynting ese rc un?atlg (I
Xposure H{r g&ountlng -Omnipus Exposure raft (A

Brazcl ounting eseare oundaﬂonﬁ 9

ReEorms implemented by government decree (1964 and 1978)

(r)tseurre% Rcrggtumﬁﬁggr&rﬁ%l)the Effects of Changing Prices (Canadian Institute of

r Decree Law No. 824 (1974)

VIS Rel tlf abllsse entd ertal onnee Corrigées.d ets de Variations de
é\rlx §)8 I:Experts ompt es et (qes ompta les /-(gqreees &595 )

Acon tandard: Accounti r.the purpose of maintaining th ‘S ntialistic
vaf\ue o¥ nterprise ( InstHut%%rf\%/lrtsch s%ra er{n eutschlla%d d B

on. No, 23; F| CI | Statement Information on the Effects of Changes in. the
oP(r:Crl]rtlﬁeg EO%VI ceoeun%eg%?i Inu Srreaney %7{5 rofit ang Loss o# Companie ﬁnstltute

R tatement o D|sclo ure ofF Information as Affected by Changing Prices
Meunéer usmess[blsclosure ystems ( B%B ?gusmess ccountlng% %e tion E%ur?uﬁ
Instl uto ng&cano de ant]a res Publicos, B letin B.7 de Principi ?3 8e Contabilidad:
evelac éJn e los efectos de a|n acion en la in ormacwn financiera. ( 80)
NetFlerqan(ﬁA countmlg0 u1de||n

apter rein
a []e *ornQatlon dssco ed in éhe Notes, paragraphs 105¢, 106, 107
i rlﬁgrtlte ccountlng tan ards Committeg)

ala
Eﬁeosrte Draft: Current Cost Accounting (1981)

Sout
uldeline an Disclosyre of Effects of Changing Prices on Financial Results (National
§ unC| of%?]arterea ccountantsf 9\ &9%) J (

ure Draft: Current Cost Accounting (Foreningen Auktoriserade Revisorer FAR)

Unite
ateme [fnStanda ounting Practice 16: Current Cost Accounting (Accountin
d Jgrds & mmltteeS o8 g g

URtEd
fFi | A No. 33 (FA
E}%genr&%Ttﬁoe olrrt]lannuaan é%umllr? rlt%re(sja@snan%llaslsA( co%r?ﬁ?wg Standards Board) (1979)
Inancia eo(5|n Eﬁgé” r(lc
blnl) eg|r|an ¢ ?

pecialised Assets:
| T|m rg
come Produc
otion E of re'HImv! @

? &980
%(Bure Dra Financ

Repo?ﬂ%g rzd Changing Prices: Foreign Currency Translation
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